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RATIONALE 

Illinois Power Co:s ratings t;l reflec: consuuctive indusby 
resuucturing in Illinois and 
prospeca for financial 
strengrhening d:iven mainly by the 
eventual return IO sertice of the 
Clinton nuclear station. 
Managemem has stated is desire 
to exit the nuc!ear generation 
business and is considering 
different options forlhe 11-yearilld 
plant including a sale, spinilff intO 
a consortium. or premature 
shutdown. all of which would 
enhance credit quality. 

weak due to heavy asset 
concentration represented by 
Clinton. nuclear troubles. high retail 
rates. and an industrialized sewice 
territory. These risks are tempered 
by supportive deregulation 
legislation and an improving 
economy. 

Illinois Power's business pmfile is 

Clinton has been inoperable sin& 
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793'0 from more than 200%. As a 
result of various write-downs. debt 
leverage has risen to 583'0 fmm 
52%. However, the cmpany's 
problems should dissipate once 
Clinton returns to service and its 
future is decided PECO Nuclear. a 
division of PECO Energy Co. and a 
superior nuclear operator, is 
managing the plant A year-end 
1998/early 1999 restart istargeted!' 

Illinois legislation governing 
industry deregulation provides 
Illinois Power an opportunityto 
recoup a suhstantial amount of 

revenue that would oherwise be 
lost in a free market A transition 
charge wi l l  be established through 
2006 for current customers who 
choose to buy their electriciV from 
alternate suppliers. Importantly. the 
law allows securitization. with 
proceeds used to shrink 
capitalization. The company plans 
to issue 5864 million of 
securitization bonds in late 1998. 

OUTLOOK 
Ratings stability is envisioned for 
Illinois Power owing to construnive 
deregulation legislation. gradual 
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d e t t  reducrian. mc5era:e 
cons1ruct:cn ac!lwiri. 2nC 
excectatjons iar a C:ir,:cn iesian in 
early 1999. A subsecmt  saie or 
shutdown of Clintan would ennance 

- t redi tqua~~\/ leanwni le.  upside 
ratings potential will csntinue to be 
restrained by a weax :zrnoetitive 
posttian and by the Ciintcn outage 
and its effecron the comoany's 
overall financial profile. 

RATING MEiHOOOLOGY 
Illinois Power's firs: mangage 
bonds are rated the same as the 
f irm~s corporate credir rating. 
Although these bonds are 
collateralized by utiliw property. 
Standard & Poor's uliimate 
movery analysis does not project 
the va lued siich cJiiaterai to 
substantially exceed rhe maximum 
amount af first mongage bonds 
that could be outstarmding under the 
terms of *e indenture. lhereicre. 
Standard & P a d s  dces nct have 
the necessary canfidence tha: first 
mongage bondholders would 
receive their principal in a 
bankruptcy scenario to consider 
higher secured ratings. Stress 
cases consider varying percentages 
of book value for the different 
utilityassetclasses basedon the 
quality of each asser class. Nuclear 
assets are presumed to have no 
collateral value. 

The Iniliry's senior unsecured 
debt is rated one notch lower o'lan 
the corprate credit rating because 
unsecured bondholders are 
disadvantaged by the presence of 
first mortgage bonds currendy 
outstanding. In Illinois Power's 
case, more than 40% of to ta  debt 
outstanding is secured and more 
than 20% of totai assets are 
encumbered. 

BUSINESS DESCRIPTION 
Illinova. an iliinois c3ffioration. 
became a single-iltiiiry holding 
comoany on May 17. 1994. Illinois 
Power is a combiration utility 
engaged :n generating. 
transmitting. distriouring. and 
selling e!ecnc energy. and 
distnburirg. transconing. and 
selling natural gas. Illinois Power 
represents 94% cf Illinova's 
consolidated asseis and is the 
primary casn-generating subsidiary. 
Illinois Power Fuel CO., a 
SO%-avned unit of Illinois Power, 
was formed in 1281 to finance the 
acquisition of nuc!ear fuel for lease 
to Illinois Power ior Clinton. 
Primary credit suppon for its 'A-Z' 
commercia! paper rating is provided 
by an absclute ard unconditional 
cash deficisncl agreement 
between Illinois Pwer  Fuel and 
Illinois Power. 

include: . lllinova Generacing Co. IIGC). 
which i m r s  in energy supply 
projecs throughout the woild 

Illinova's nonregulated operations 

ILLINOIS POWER CO. 

and comceces in :ne 
inoecencent power marker: . Illinova Energy Pamers lnc. 
[IE?]. which develccs and 
markets energy-ieiated services 
to :he unregulated energy 
market throughout the U.S. and 
engages in the nrctering and 
marketing of elec3ic power and 
gas: and . Illinova insurance Co. (IIC), 
whose ournose is to insure the 
risks of me sucstaiaries of 
Illinova and risks related to or 
associated with their 
businesses' activities. 

lllinova had invested $203 million 
in IGC as of June 30.1998. 
compared i o  $140 million as of 
June 30. 1997. To date. 522 millicn 
has been invested in IEP. 

BUSINESS PROFILE 
Regulation. lllincis Power's retail 
rates are subject to the jurisdiction 
of the five-member appointed 
Illinois Commerce Commission 
IICCI. The FEAC has jurisdiction 
over wholesale rates. Historically. 
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Ld Neighb0"ng utilier 
1. Cornmanwearm € d i m  Co. 
2. C e m l  lllinais Lqht  Co. 
3. C e n w  IllinGis Public S e M u  Ca. 
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Illinois tegulation haa Seen viewed 
as restric:iye. snsraoie. anc highly 
pliticizeo. However. se IC: has 
been receptive to ate cesi5n. pncing 
flexibility. scecial ccrtractual 
arrangements. anc comoetitiw 
initiatives. Most significantly. 
generally supportive Illinois elemc 
ufilitq deregulation legis ,awn was 
enactedm Dec. 16. 1997. 

The legislation (the !997 Ac:) 
provides for the phase-in of electric 
retail access over :he Oct. 1,1999. 
to May I ,  2002. period The 1997 
Act. as it applies i o  Illinois Power, 
mandated a 15% residential rate 
reduction beginning Aug. 1. 1998. 
and requires an additional 5% rate 
cut effective May 1.2002.The 15% 
rate cut is excected to reduce 
Illinois Power's operating revenues 
by some $40 million in 19%. about 
$80 million annually from :909 
through2001,and about$lCO 
million in 2002. The company 
should be successful in mitigating 
the lower revenues IO some degree 
through cost control. modest sales 
growth, and the near-term restart 
of the Clinton nuclear station sale, 
spin-off. or early closure. 

Full retail comce::tion ior 
commercial and miustrial 
customers :-iiil cczur beween 
Octoher 1329 anc lecemcer ZCCC. 
and access for res:ce!mal 
custcmers will s:an aiter May I ,  
2W2. In retutn. ire xtilit!es will 
have a chance to recoup a 
substantial a m o m  c i  revenue that 
wula ctlenwse De vnrecoveracie 
in a fully compet:::ve electric 
malkerplace: however, they will be 
required to continue to acwely 
mitigate rheir strancediost 
exposure. The transition cha@ will 
be in place through the end of 2C06 
for current customers who choose 
to buy their electriciw from 
alternative suppliers. The transition 
charge can be exrended 3rougn 
2008 with ICC accroval if certain 
conditions are mer 

Imporanfly. :he i997 Act allows 
the issuance of transitional funding 
bonds (securitization bonds) in an 
amount equal to 50% o i  a ut i l i r is 
year-end 1996 capitalization (50% 
of which is  issuable prior lo Aug. ! , 
19991 with an e m c t e d  minimum 
manrriw of Oec. 31.2008. or. under 
limited circumnances. year-end 

2010. On Sest. io. 1098, ;ne ICC 
approved the company's 
Transitional Funding Oroe!. and 
llltr.ots ?owe! ;Ian8 to , sue  3664 
million of sec-ritization ccnds in 
late 1998. Aodiiional bonds may be 
sold in the summer oi !929 snouid 
the company pursue and receive 
authorization from :he IC:. 

lllinois Power filed for a one-time 
$7.5 million reduction !n residential 
and small commercial cus;omen' 
bills for the month oi August 1998 
for customers' energy ccnservation 
efforts during the Midwest power 
shortage. The rate cut is In addition 
to the 15% residemiai rate 
reduaion that became e k t i v e  
Aug. I ,  1998. and had the effea of 
beginning the mandated 15% 
reduction @NO weeks early. 

In 1996. Illinois Power received 
approval from both the IC: and the 
FEiiC to condua an ocen access 
experiment beginning in 1996 and 
ending on Dec. 31. 1993. Tne ;est 
allows cenain industrial customers 
to purchase a small portlm of their 
electricity and related sewices 
from other sources. Cur;ently. 17 
customers are participring in t le  

neguiamv a p m ,  Illinois Cmmne Cornmmcn 
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R a t i q  
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lndvmy Retai l  Sales IMWhl 
1997 

Orher 
2.7% 

exceriment. Since :IS :nceotion. the 
exgeriment has c3st lllinois Power 
91 1 .2 sillion ~n 10s; :e'ience net of 
avoided L e !  cos: a r c  variable 
operating excenses. Ths loss was 
offsetpanially Cy se!ling me 
suiplus power and by S 2 ~ 7  million 
in transmission service charges. 

As required by ;ke legislation, 
Illinois Power joined with several 
Midwestem utilities in establishing 
a regional Independent Sys:em 
OpermorilSOl. On Sept. 16, 1998. 
the F E X  conditionally approved 
formation of the Midwest ISO. The 
1997 Act also includes an option to 
eliminate the fuel adjustment 
clause. On March 6. 1998. the ICC 
approved Illinois Power's 
ternination of its fuel adjustment 
clause as of Jan. 1.1997. thus 
avoiding any reconciliatbn 
proceedings beyond 1096. Base 
rates now include a fixed fuel COS: 

factor equivalent to the average 
1995 and 1996 fuel c3st levels. 

Markets. The territorf Served by 
Illinois Power encompasses large 
areas in nanhem. central. and 
southem Illinois. The company 
provides electricity [80% of utility 
operating revenues, 90.1% o i  
assets and 88.9% of operating 

incornel io 577,322 active 
customers lexciuaing nonmetered 
customers sucn as street lightingl 
in a se?iice area ,with an estimated 
population of 1.265 million. Electric 
sewice IS suppiieo at whoiesale to 
numerous utiiities and power 
marketers and to the lllinots 
Municipal Elecnic Agercy. an 
agent for 11 municipalities. Illinois 
Power also has a power 
caordination agreement w i a  
Soyland Power Cooperative Inc. 
Gas service [20.3?'. o i  utility 
revenues. 9.94'. a i  assets, and 
10.1% of operating incomej is 
furnisned to 404.269 active 
customen in an area with an 
estimated papulation of 920.000. 
lllioois Power does not sell gas for 
resale. 

Illinois Power holds franchises in 
all of the incarparared 
municipalities in which it provides 
retail electric service and retail gas 
service. Some of the larger 
communities serve2 include 
Oecatur. Champaign. 8loomingmn 
[electricity anlyl. Belleville, East St. 
Louis [gas service onlyl. Normal 
[electricity onlyl, Urbana, Oanville. 
Galesburg, and Granite City. The 
15.000-square mile service temtory 

enccmcasses a iar;e conion of tke 
state's agricuiturai r e a m s  where 
crop and ! i ves ;x I  are :ne 
scxomic  mainsiavs. IC  many 3 i  

the larger ccmmLntt:es. incustrf 1s 
diversified a m r g  !coo and kincret! 
producn. primay mnetais. 
chemicals. m a l  mining. rubber and 
plastics. anc transconation 
equipment. 

A heavy decencence on :he 
incstrial class. wnicn provides 
about 40% of retail k'Nh sales and 
31% of retail fleC:r:c revenues. 
exposes I l l ims  Power to economic 
cycles. Because the company has 
emphasized business retention 
through discounting of rates to 
large customers, industrial margins 
have been squeezed to the point a t  
wnicn they account far only about 
26% of totai electric margin. 

The economy of the service area 
has cantinued to improve modestly. 
Illinois Power's area unemployment 
rate. at4.6:6. is close to the state 
and national levels of 4.1% and 
4.5%. respectively. and dawn 
significantlyfrnm the higher than 
8% experienced in the early 1990s. 
The Bloamington and Champaign 
areas are the fasrest-growing 
communities in Illinois Power's 
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.service Territory w i h  very low 
unemployment rates of 2.3% and 
2.7%. respectively. Tnese NUO 
areas reoresent aocut one-fikh o f  
the tofa1 pooulation of the 
company’s rerntory and have 
relatively low unemployment :ares. 

The overall annual rate of 
economic growh is expecied to 
average about 196. Illinois Power 
has one of the largest private 
economic development operations 
in Illinois. This group works 
aggressively wim sfate and local 
government. along with industnal 
realtors and brokers, to encourage 
business expansions and anract 
new industries to the area. The 
company also targets cenain types 
of manufacturing and sewice 
organizations that would fit well in 
its service area, both domes:ically 
and internationally. 

For the five-year period ended in 
1997. annual retail kWh sales 
groWm averaged a reasonably 

heaithy2.496 ‘n  1997. however. 
these sales were relativeiqflat. 
wlth rhe reslCBntial and industnal 
secion psang cec-eases of 1 .O% 
and 1 .1% EscE3veIy.offsetbya 
1.3% increase n cciiimercial sales. 
me lower residential volumes can be 
tnced to mild warher. and a 
decrease in irdustnal sales ref1ec.s 
the 10s of a majcr customer. The 
f ieyear a v e ~ g e  annual g M  rate 
for refail elecnc saies and peak 
demand is pro]ectec at about 1 %. 

Operations. Illinois Power owns 
and operates four base load 
stations, pin] intemediate load 
unit?,, and three peaking facilities 
with a net summer capabiliv o f  
4.571MW~ Generation by fuel mix 
in 1997 was roughly 60% coal, 
38% purchased power. and 2% 
gas. oil. and coke. Generation 
sources vary depenaing on the 
opemuonof Clinton. which has 
been out of semice since 
September 1996. When up and 

running. Clinton rpca l l y  accounE 
for more than 25% of generating 
recuirements. 

Illinois Pnwer’s average cost of 
fuel is in 1ir.e with Sle 
Mid-American Interconnected 
Nefwoix IblAlN) regional group 
average, but below the induszy 
average. The company has a 
combination of long- and 
shon.term coal purc?ase contracis 
that meet most of its coal needs. 
Spot purchases in 1997 constituted 
9% of total coal purchases. 

Illinois Power has a strong 
transmission nework  It is 
interconnected with the elecuic 
systems of Indiana-Michigan 
Power Co., Commonwealth Edison 
Co.. Central Illinois Light Co.. 
MidAmerican Energy Co.. Kenucky 
Utilities C3.. Southern Illinois 
Power Cooperative. Soyland Power 
Ccoperatiw. and the cir{ of 
Springfield. The company is also a 
participant. together wirh Union 
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Elecmc C:. ana Central Illinois 
Public Serrlce Co.. in the 
IlI irois-Misso~ri Power Pool. which 
was formed in 1992. The p o l  
operates unaer an interccnnection 
agreement that provides for the 
interc3nnect:on of transmissim 
lines. The three members have a 
contrac: with the Tennessee'lalley 
Authority I N A )  providing for the 
interconnection of the TVA system 
wlth those of the three companies 
to exchange economy and 
emergency power and for o h  
working arrangements. 

As required by the Illinois 
restnrctunng legislation. Illinois 
Power joined with several omer 
micwestem utilities in forming a 
regional ISO, whicn wasapproved 
by the FEiiC in Seorember 1998. 
The MidwestlSO differsfromthe 
other ISOs approved by the FERC 

because will not operaie as a 
single controi area. since individual 
existing ccntml area overarors will 
cxtinue to &om cemain 
tracitional control area iunctions. 
As a result of the proposed sharing 
of generation control. the FERC 
imposea several conditions on i ts  
aoproval. The IS0 must Me a 
detailed summary of its Operating 
procedures 10 ensure re!iabilitq and 
nondiscnminetion in transmission 
and ancillary sewices. In additicn. 
the IS0 is io submit. within I E 
months. an assessment of the 
competitive and reliability effects 
of allowing area contml operators 
to perform certain control area 
funnions and must also monitor 
the relationship between control 
areas and the E O .  The 18-month 
assessmenr must include what 
additional data and analyses would 

be necessaw icr  the !SO to monitor 
energy markers as weil as 
transmission sewice. 

and ilennepin fossil plants 
periormed exceptionally well in 
1997. but the overall fossil fuel 
system posted a disaooointing 74% 
equivalent availabiliry factor. The 
decline can be aniibuted ro the 
December 1996 fire that resulted in 
an enended outage at the 
company's Wood River coal-fired 
units 4 and 5. The facilities were 
rebuilt and have been operating at 
record levels since their return to 
sewice in June 1997 and October 
1997. respectively. 

Illinois Power's coal-fired units 
historically have provided low-cost, 
reliable energy. and the company 
continues to explore opportunities 
to funher enhance the operations 

Illinois Power's Havana, 3aldwin. 
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:atestyear in  iwnicn cmcaracle 
data :s availaolel a: C . i 9  Cents per 
kWh. 've:sus the MAIN ave:ag o i  
3.:7 cents cer kWk lllinois Power's 
commercial rates are iP.e highest in 
the stare ana aocu;33% more 
costly than :he regicnal average. In 
light c i  :he August 1998 residential 
reduction of 15?b. the company's 
resiaenaal rates are more in line 
with the siaie average. but still 
more expensive than :he MAIN 
average An assonmen1 of mecisl 
tariifs is oifered io large industrial 
users with high load factors. and 
the overall rate per k'Nh of 4.47 
cents is one o i  the lowest in 
Illinois. but higner than prices 
charged by utilities in each o i  the 
surrounding states. i h e  company 
may need to lower tariffs :o avoid 
losing load when full retail 
competition ior nonresideniial 
customers opens up between the 
fall of 1999 and me end o i  2000. 
Access for resicenrial customers 
does not begin until after May 1. 
2002. affording Illinois Power some 
time to improve its cost structure. 

Although Illinois Power has 
negligible exposure to wholesale 
electric load. it competes with 
municipalities through aggressive 
marketing to acquire new and 
retain existing customers. In itz 
nonhem tenitory, the cities of Peru, 
Princeton, and Oglesby have their 
own municipal elecnc systems 

- 
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6 .  

and. for ,,ears. lave csnpered ,NIP 
il l~cots Power :or :mcmers. These 
cries have annexes :erratory 
formeriyserveo :v ilincis Power. 
connect~rg c s t c ~ e r s  :o their 
systems and c c s c ~ g  Illinois Power 
more than $5 million in lost 
revenues annuallv. The ICC has 
been supponive :i lllinois Power's 
anempts to retair 'ts customer 
base in the face of : m e  
competitive chailesges and has 
approved special c3niracts and 
flexible pricing rnecnanisrns that 
apply to cehain eiectric consumen. 

Industrial customers iiccount for 
roughly31% of retail electric 
revenues and 480: of total kWh 
sales. However, incustnal margins 
are much tighter because of the 
company's histcry of rate design. 
underwhich residential and 
commercial sectcis aosorb a larger 
snare of the embedded Cost of 
service. These thin margins will 
help insulate the company imm 
near-ierm revenue erosion resultir,g 
from competitive inroads. 

Illinois Power's major industrial 
customers include Archer Daniels 
Midland, National Steel Carp.. Olin 
Corp.. General Tire & Rubber Co.. 
Air Products &Chemicals Inc.. LTV 
Steel Ca.. &Ion ESL Co. U S of 
America. Mitsubishi Motor 
Manufacturing of America, and A.E. 
Staley MFG. Co. Illinois Power 
began strengthening customer 

.................... 
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. . . . .  Refidemid1 - Cmrns~lal - lndunnal 

relat:ors. :eceptiat!?g 'crg-tern 
confrac:~. and 3ifering a 'var:ey of 
discountec tmffs to la:;a electrical 
inoustria s e n  IcnG z e k s  
changes csntained :n t e  Yatlcnal 
inergyPo1icyAc;af 1992. Illinois 
Power has Seen successiul in 
securing ICC anprovai to oifer 
speclal rates and conr:ac:i for load 
retention. load growrtl. to  deter 
cogeneration and bypass. acd to 
suppon economic deveicment. As 
a result o f  tP.ese eilons. '!linois 
Power's customer retent:cn 
program has been good. 

Longer term. the comcany c3uId 
be at risk if it does not e'iec:ively 
reduce its existing excessive costs 
of generation as lowericst utilities 
surrounding Illinois Power continue 
to pursue mergers. neigntcring 
states push for retail wneeiing at a 
faster pace. and comcea:icn 
intensifies. Thereiore. !he company 
must reestablish Operations a t  
Clinton and quicWy decide its fate. 
control costs. improve and expand 
customer sewice offerings, and 
seek new markeis ro achieve 
profitable growth to ennance its 
currently weak competitive 
standing. 

Diversified activities. See the 
November 1998 Utiliry Credit 
Reponon Illinova Ccrp. for 
information on nonregulated 
ogerations. 
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FINANCIAL PROFILE 
Financialpolic)c Iliincva's 
financ:al policies are c:nsiCered 
mooerate cu: :rerding :award 
aggressive gi-ven rapio expansion 
into diversified enrercr!ses that 
have a much nigher r!% proiile than 
the regulated e!ecrric and gas 
utility operations and ccnsolidared 
and utility capital struc:ures mat 
are exoecred to remain aggressive. 
Debt leverage is liberal at 5%'. of 
total capital lin patrcce to lar(;e 
wrire-off$ and the ccmpany has 
utilized hybrid prefened securities. 

Over the years. the company has 
bken many steps to reNm the 
unlity to reasonable financial 
health following a sene8 of 
regulatory and legal se'3icLs and 
continuing nuclear turmoil. in 1989. 
Illinova eliminated its common 
dividend and implemented 
aggressive cost-cuning measures. 
The company has also refinanced 
more than $1 billion of long-term 
debt. lowering the emoedded cost 
of long-term debt to a relatively low 
6.5%.Inlate 199l.thecompany 
restored the common stock 
dividend at a modest level, thereby 
enhancing financing flexibility and 
capital attraction. Despite 
double-digit dividend increases. the 
payout remained low 140% to 45%) 
until 1997 when the effects of the 
extended Clinton outage resulted in 
significantly reduced earnings. On 
Aug. 12.1998. Illinova declared a 
regular quanerly dividend of 31 
cents Standard &Poor's does not 
expect the company to increase the 
dividend until the payout ratio 
comes down to a more reasonable 
level. From a credit perspective, 
this is viewed favorably. 

The reCent hiring of Charles E. 
Bayless. former chairman, 
president, and CEO of Tucson 
Elecmc Power Co.. to replace the 
retired Larry 0. Haab. should not 
have a major impact on r k e  
company's financial policies. 
However. Mr. Bayless brings to 
Illinova a great deal of experience 
in vinually all of the industw's 

challenges, inc:;3ing restxcturing, 
and IS exwcrec :D ex): :ne nuclear 
generaricn bcs,"ess :n the near 

nuclear 31ant. ranagernent IS 

expected to ccxentiat: .Tore 
heavily on ncrreqlared 
businesses. bl:. 3ayiess has 
indicated a desire to  excand 
operations in Asia a m  to Decorne a 
malor player in :ne U.S. ut i l iv 
industry. 

ProfiabiJiw iiinova :eponea a 
second-quaner :998 loss of $47 
million. or 66 c ~ n t s  per share, 
versusearnicgs of 531 million. or 
42 cents per scare. :or 
secondqane! 1997. The losses 
represent sigriiicantly higher 
replacement zcwer costs and 
increased O&?/> expenses related 
to the exrendat outage a t  the 
Clinton nuclear s:ation and do not 
relate to n0nrqJiated aaiviries. 

The two-year 3utage has caused 
erosion in the company's earnings 
protenion parameters. Since 1996. 
Illinois Power's pretax interest 
coverage and rerum on equity [ROE) 
have fallen to 2 .17~ from 3 . 7 ~  and 
to 9.6% from ;3.5%.. respectiveiy. 
However, bondholder protection 
measures should strengthen i f  
Clinton is sold or shm down. With 
modest sales g r o h  and ambitious 
costxontainment initiatives, pretax 
imeren coverage and ROE should 
rebound in 1999 and remain 
healthy thereafter. With Clinton's 
exact fate yet to be decided. it is 
difficult to predict the extent of 
improved credinvorthiness. 
Although Illinois Power is not 
curremly burdened by 
off-balance-sheet obligations that 
carry an imputed interest 
compment. Standard & Poor's 
would adjus: *e company's 
financial ratios to account for a 
power purchase buyback obligation 
relating to  a Clinton sale. 

Prospectively. earnings protection 
will be SUppoCed by!Ow-cOSt 
securituation financing of Sa64 
million expec:ed in late 1998. 
Because the ?997 Act reouires 

maintenanc: 5 ai ieas: a lo?$ 
equiw r a m  S:ar,oaro &?cor's 
excem the 3 ~ f k  ,-i :re p x e e o s  
labourS5C3 z-iiltcn :o S 6 3  miilicnl 
to be used :c 'etire ceot. 
Accordingly. !!lircls ? w e < $  
interest expense will oe reduced, 
which ,Mill exance pretax interest 
coverage. 

Cash flow protection. Elecfic 
and gas conzruction ourlays far 
!998 are fcrs.-asr at S27C millicn. 
Fcr ;he iour'iears nrougn ZCO2. 
these excencitures are projected at 
about 5875million. excluding 
Clinton-related outlays and nuclear 
fuel. The decrecerion rate for 
e!ecuic plant is  relatively low, at 
2.6%. while !Pe gas depreciation 
rate is some:vhat high at 3.9% 
With Clinton rsmoved. the 
prospective c:nstrucrion program 
should average a manageable 7% 
of total capiralizarion and will likely 
focus mainly on improvements and 
additions to electric production. 
transmission. and disoibution 
projects and. to a lesser extent, gas 
facilities. 

The extended Clinton debacle has 
taken a toll on *e company's 
historically robust cash flow 
position. Internal funding, although 
still healthy. has slipped to 7846 
from more than 207% in 1996. 
Funds from operations interest 
coverage and funds from 
operations to total debt have also 
eroded and stood at a relatively 
weak3.63~ and 15.6%. 
respectively, for he 12 months 
ended June 30. 1998. Once Clinton 
is disposed of. Standard &Poor's 
expec!! cash flow atrer dividends 
to cover the bulk of construction 
outlays and funds from operations 
interest coverage and funds from 
operations to total debt to  reNm to 
former levels of credinvonhiness. 
Funher gains can be expeced by a 
reduction in interest expense 
resulting i r o n  securitization 
financing in late 1998. 

CapilalsmcNre. As a result of 
Clinton-related writedowns and 
the discontinuance of regulatory 



Rdting Illinois Power to. 1 
accounting 'or :fie gewation 
poiricn o i  11s 3usiness and other 
charges. l l l irois Power's alreacy 
aggressive Ievei c i  :oral debt :o 
capitai has men to 5S:b at June 
30. 1998.from 51,5%attheendof 
1996. The ccmrnon equity layer has 
also suffered and IS now a 
relatively lean 34 7?10. 

With regard to securitization. it is 
fwdamenral to !he transanion that 
the linkage cerween :he issuer and 
the securitization be severed. This 
severance is necessary to abieve a 
higher rating on the securities 
rAAN than would have been 
achievable had the cebt been 
issued direc:!y as a utiiity 
obligation. The assets must be 
separated from the utilitysuch that 
the utiliw's financial status has no 
effect on the performance cr status 
of the assets. and vice versa. As 
required in every asset-backed 
securitization. there is a bankruptq 
remote issuer and a bankruptcy true 
sale transfer of the asset. which is 
the statutory right to recwer 
stranded costs. In addition. 
repayment of the debt. including 
the credit support supplied by a 
true up. comes from customer 
payments and is no way dependent 
on the issuer. As a resuit. the rating 
of the securitization bonds focuses 
on Jle credit quality of customer 
payments and the true-up 
mechanics. and not on the utility. 

- 

Assuming :ha: :no seccriozation 
bonds dre s:ruc:~m :J 38 iully 
nonrecourse t o  i i l i m s  Power. as 
exoecied. for arain:cal ourposes. 
StanaarC & Poor'siviil remcve the 
securities from :?e zaiance sheet. 
3 ~ a u s e  me proceecs will be used 
to retire a large 2rrCur.t c i  debt. 
Illinois ?ewer's caoital s;ruc:ure 
balance will :morove. 

Preferred stcck :c:ais $254 
million. of whicn S57 miilion :s 
iixed rate peroerxal. S IC0  million is 
t ~ s t  originated preierrea 8ecurit;es 
(TOPrSI. and $97 million is monthly 
inccme prefenea sewrities (MIPS). 
Because :ne i n t e . ~ ~ :  on these 
subordinated dect securities can be 
deferred for up to five yean. Standard 
& Poois generally cmvices a degree 
of equity ireamex :o MIPS and 
TORS. The arnoumoiequiPj 
matment depends cn he c3mpanqs 
capital SDUCTUR a o  CualiQtive 
characteristics. !n the case o i  Illinois 
Power. the ponion of total 
capitalization represented by 
preferred m c k  and relared hybrid 
securities was 7.3% at June 30. 
1998. This level of preiemdfiq6rid 
securities is misidered acceptable by 
Standard & Poofs icr receiving equity 
treatment in the radng analysis. 
hui 82% of illinois Power's debt 

&ligation is secured by a first 
moqage lien. The company's 
average life a i  long-term debt is 
16yean. 

Financial flexibilify. .ilinois 
Power has acecuate i:nancial 
flex~bil~r{, iwnicn i s  enranced ny its 

diminlsnmg ccns:imcn Drogran 
The iltiliry maintains 5354 miilion 
in bank lines. of 'wnicn none was 
ou:sianding as of dune 20. 1998. 

lliinois Power cauid have issced 
5786 million o i  first mongage 
bonds at Sept. 30. 1996. under me 
most resaictive Erovisions o i  its 
indenrure. In !?92. :he company 
execurea a new mongage to 
replace. over time. its restrictive 
1943 First Mangage and Deea of 
Trust Both mongages are secured 
by liens on substantially all of 
Illinois Power's prapenies. In 
Ocrocer 1997. the E 4 3  mortgage 
was amended to 38 ConsistentwL'i 
the 1992 mongage. The new 
mortgage provides illinois P o w r  
with increased flexibiliry. 

in securing aoproval ircm its 
preferred stockholders for an 
amendment a i  its Articles of 
Incorporation to remove the 
limitation on the amount of 
unsecureddebttc not more than 
20% of total capitalization 
excluding secured debt npproval 
would have made it easierto 
separate the business into 
generation and transmission and 
distribution companies if 
management decided Jlat such 
disaggregation were the way to 
enhance shareholder value. 

Illinois Power 'was not successful 
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